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Four Rules to Implement Economic Value Added (EVA®
) Successfully
by Mark Gressle
EVA is a financial measure of perfor
mance that has gained notoriety in the
past few years. Companies such as CocaCola, AT&T and Briggs and Stratton use
EVA as the basis for measuring perfor
mance and for evaluating and compen
sating managers. Many more companies
have or are considering adopting EVA.
While the concept of EVA is simple,
the implementation is the key to suc
cess. EVA is the after-tax operating profit
that remains after subtracting the inter
est cost of debt and the opportunity cost
of equity. Stated differently, it is after-tax
operating profit less capital charge. The
capital charge is the amount of profit
needed to cover interest expense and
provide an adequate return for the
equity investors.
Below are four rules we have found
helpful in implementing EVA success
fully during the past ten years with a
wide range of companies.

Rule 1: Keep it Simple!
You’d think it goes without saying,
but the most frequent advice we give to
companies installing EVA is “keep it
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EVA Calculation
Operating Profit

less:

Capital Charge

equals: EVA

Example

$120
100

$ 20

simple.” Yet most companies struggle
unwittingly to make EVA complex. This
is compounded by a raft of consulting
firms each trying to make its measure
proprietary. The result is unnecessary
complexity and confusion. Let’s return
to the basics.
Capital is the amount of cash
invested in the business, net of deprecia
tion. Capital can be calculated as the sum
of interest-bearing debt and equity or as
the sum of net assets less non-interest
bearing current liabilities. Capital usu
ally excludes marketable securities and
investments in other non-operating
activities. There are times when the cash
basis and the traditional accrual basis
accounting diverge. For example, the
accrual basis makes a provision for
returns or bad debt on accounts receiv
able; the cash basis would take a charge
only when the return or write-off occurs.
Adjusting the capital base for the bad
debt reserve (and the operating profits
for the change in the reserve) provides
a better measure of operating perfor
mance. But the adjustment may be
moot if it has little impact on EVA and
does not affect management’s behavior.
However, if in adopting EVA, manage
ment would find opportunity to use the
reserve account to manipulate results,
then the adjustment should be made
since in doing so, the cash basis focuses
managers on running the business, not
on trying to find ways to finesse the
accounting system to improve perfor
mance. The point of Rule 1 is to weigh
simplicity against the need for a fair and
balanced scorecard.

Comment
After-tax profit achieved by management
After-tax profit required by debt and
equity investors
“Value added” by management
Capital Employed

Receivables

Example

$ 300

plus:

Inventory

200

less:

Marketable Securities

(50)

less:

Payables &
Accrued Expenses

equals:

Net Working Capital

plus:

Net Fixed Assets

equals:

Capital Employed

(100)

$ 350

650
$1000

Rule 2: Scrutinize Projected Cash Flows,
Not the Cost of Capital
The cost of capital is the minimum
rate of return on capital employed that
compensates investors for the risk of the
business. The calculation of the cost of
capital can have as many as seven rates
and ratios in it. These include, at a mini
mum, the general level of interest rates,
the risk premium the market requires
for holding equity, a relative risk mea
sure or beta, the marginal cost of debt,
the marginal tax rate on operating prof
its, and the mix of debt and equity in the
capital structure. Few of these items have
escaped close scrutiny and hot debate.
Yet, they divert attention from the real
challenge—how can managers better
measure and manage the uncertainty in
projected cash flows.
The cost of capital is a blunt instru
ment. The reason is that companies, or
for that matter businesses, do not have
costs of capital. A specific project has a
cost of capital but few CFOs have the
technology or political capital to make
that approach work. Hence, discounting
cash flows is an imprecise science. Most

(Continued on page 6)
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Improving the Bottom Line by Maximizing Capacity Utilization
A new guide prepared in conjunction
with several major U.S. corporations
and published by The Society of
Management Accountants of Canada
is designed to help accountants and
other managers boost organizational
performance by improving capacity
utilization through stronger capacity
cost management.
Managing the Cost of Capacity defines
capacity cost management as managing
“the value-generating competencies,
processes, and capacities of an organiza
tion in ways that support the strategic
direction of the business.”
Four levels of measurements and
issues are outlined. These include:
■ Resource capability— the flexibility of
resources and the ability to match
them to the specific needs of the
organization.
■ Baseline capacity measures— determin
ing how much work or output can be
achieved when resources are applied
to specific processes.
■ Capacity deployment— planning, assess
ing and managing how value-creating
potential is deployed to meet cus
tomer needs. This requires a five-way
understanding of capacity: productive,
nonproductive, unplanned idle,
planned idle, and excess.
■ Capacity utilization measures— tracking
and reporting capacity utilization and
its profit and cost implications. This is
the raw data for constructing reports
on the efficiency and effectiveness of
current operations, and on potential
profit improvements.
The objectives of capacity cost man
agement include:
■ In the short run, optimizing capital
decisions and the effective and flexi
ble use of investments that have
already been made.
■ Maximizing the value delivered
to customers.
■ Helping to minimize requirements for

future investment.
■ Supporting effective matching of
resources with current and future
market demands.
■ Eliminating waste in the short, inter
mediate and long run.
■ Supporting the establishment of
capacity measurements that identify
the cost of capacity and its impact on
business cycles and overall operational
objectives.
■ Identifying the capacity required to
meet strategic and operational
objectives, and to estimate current
available capacity.
■ Detailing the cost of unused capacity
and suggesting ways to account for
that cost.
■ Creating a common language for,
and understanding of, capacity cost
management.
These objectives provide the basic
framework for defining and utilizing
capacity cost management. This frame
work requires an organization to make
decisions concerning:
■ Baseline capacity measures, (selecting,
for example, from measures of the
oretical, practical, budgeted, and
normal capacity).
■ Time frame of analysis. In the short run,
capacity cost management focuses
on improving the utilization of exist
ing resources and processes (e.g.,
eliminate waste). In the intermediate
to long term, the focus shifts to
maximizing process flexibility in
order to decrease future investment
requirements.
■ Organizationalfocus. Four levels can be
considered: process, plant or sub-unit,
company and value chain (that is, all
the activities and processes used to
bring a good to the consumer).
■ Capacity cost management tools.
Twelve capacity cost management
techniques are detailed along with
application examples.

The techniques are suited to large
and small organizations that produce
and sell a product or service and to all
managerial or organizational levels.
Managing the Cost of Capacity details the
pros and cons of each technique and
provides questions useful for determin
ing which models will be appropriate for
a specific need.
When introducing the concept and
benefits of a capacity cost management
system, the managers involved will likely
have to challenge a widely-prevailing
misconception: that GAAP requires
full absorption product costing and
prohibits the charging of idle capacity
costs directly to the income statement.
In fact, FASB, the IRS and the various
SEC mandates do not require full
absorption product costing. Full absorp
tion costing is merely a habit. As such, it
poses no barrier to implementing more
effective, relevant capacity cost manage
ment systems.
Successfully communicating this real
ity will open the door to dynamic cost
management. The result can be precise
and focused elimination of non-valueadded uses of resources—important
support for a company’s drive to attain
a sustainable competitive advantage.

This summary has been extracted from
the new Management Accounting
Guideline, # 42, Managing the Cost of
Capacity, which will be available, in early
1996 and will be included in The New
Finance: A Handbook of Business Man
agement. This AICPA binderfeatures 56
publications on current management topics
such as benchmarking, activity-based costing,
ISO-9000 and performance measurement.
The full series is now availablefor $295;
individual publications are $15 each. For a
gratis brochure (#G00107) detailing each
publication in the series or to order the series,
please call the AICPA Order department at
1-800-862-4272.
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Sweetening the 401 (k) Pot—
A simple marketing campaign can increase employee interest in retirement saving
by Joanne Sammer
When employee participation in 401(k)
plans fails to meet expected levels, con
cerned controllers should consider
spending a little time analyzing the
possible reasons behind their plan’s
lukewarm reception. Some teamwork
with the HR department can result
in a simple, effective 401 (k) marketing
campaign to overcome resistance.
Although nearly 40 percent of com
panies offer employees a 401 (k) plan,
often with some sort of company match
on employee contributions, one-third of
employees choose not to participate,
according to the Employee Benefit
Research Institute. Worse, individuals
who do participate aren’t saving nearly
enough or investing their money in ways
that will provide the returns they need
to retire comfortably. A Merrill Lynch
study found that individuals between 25
and 65 believe that they need to save an
average of 26 percent of their income to
live comfortably in retirement, but are
saving only 7 percent. In short, compa
nies must do more than simply offer a
401 (k) plan to help employees to retire
comfortably: They must market their
plans to employees.
The reasons for marketing a 401(k)
plan to employees are not entirely altru
istic. A 401(k) plan can be a flexible and
relatively low-cost tool (companies
decide if and how much they will con
tribute to employees’ accounts) to
attract and retain good people. It can
also help “avoid the bottlenecks that
occur when retirement age employees
must postpone retirement because of a
large shortfall in retirement savings,”
says Alex Sussman, senior vice president
of Segal Advisors. This situation can be
frustrating not only to the potential
retiree but also to the company that
is unable to promote the next level
of employees.
From a regulatory standpoint,
increasing employee participation and
deferral levels among lower-paid
employees can help companies pass the
federal nondiscrimination tests, which
require a balance between the amount
of money deferred by highly compen
sated and nonhighly compensated
employees. If the plan is found to dis
criminate in favor of the highly paid, the
company either has to return to highly
compensated employees a portion of
their contributions or make a large
enough contribution to employees’
The Financial Manager’s Report

accounts to meet nondiscrimination
requirements.
Of course, no tool will be effective
unless employees use it. A company can
take steps to increase the level of partici
pation in its 401 (k) plan if it thinks of
the plan as a product that must be sold
to employees. The following marketing
activities are simple enough for com
panies to initiate with existing staff
resources or vendors that provide
401 (k) plan administration and invest
ment assistance.

Do some market research.
The reasons why employees don’t
participate in 401 (k) plans are likely to
be as diverse as the employees them
selves. The single 25-year-old employee
doesn’t see the need to save for retire
ment yet. The married 35-year-old
employee with two children needs the
money now. The middle-aged employee
who has never put money anywhere but
in a savings account is intimidated by
the prospect of investing money. New
employees don’t know what a 401 (k)
plan is. Market research, in the form of
focus groups, questionnaires or surveys,
can quickly reveal why employees are
not participating in or not contributing
more money to the plan. This informa
tion is imperative to developing a mar
keting program that is tailored to the
specific needs and concerns of the
employee population.

Make sure the plan is aligned with
employee needs.
With this market research in hand, it
is time to review the design features of
the plan to see how they mesh with
employee needs. Every aspect of the
plan’s design, from the level of
employer matching to whether the
plan allows employees to take out
loans against their account balances,
can impact the level of employee
participation.
The company match is probably the
most important plan design feature for
selling the plan to employees. After all,
“nothing sells like free money,” says
Joseph Semo, director of the National
Employee Benefits Institute in Washing
ton, D.C. For example, if they are
having trouble attracting lower-paid
employees to the plan, Semo suggests
that companies weight their matching
contributions in favor of the first 1 per

cent or 2 percent of salary that employ
ees contribute. In other words, if a com
pany matches 50 cents for each dollar
contributed up to 4 percent of an
employee’s pay but wants to attract
lower-paid employees to the plan, it may
want to consider providing a dollar-fordollar match on the first 2 percent of
compensation instead. “This type of
match is likely to be more meaningful to
employees who are unable to contribute
a lot to the plan,” Semo points out.
Companies can also deposit a “starter
amount” of, say, $200 for each employee
who has a certain amount of service
with the company. This way, as they see
how this starter money grows over
time, employees are more likely to get
excited about investing their own
money, says Semo.
Providing a loan provision, under
which employees can borrow against
their plan balances and pay themselves
back with interest, “can boost participa
tion because employees feel that they
still have access to their money,” says
Jennifer Reymann, manager of retire
ment plans for Merrill Lynch. Reymann
also suggests that companies provide at
least five or six investment choices and
frequent reports of individual plan bal
ances, allow frequent changes in contri
bution levels and waive the eligibility
requirement of one year of service to
increase employee interest and partici
pation in the plan.

Educate employees.
Selling employees on the 401 (k) plan
not only means educating them about
the advantages of the plan (its taxdeferred status, portability of funds,
employee-controlled investments,
relatively short vesting periods and so
on), it means providing employees with
enough information to make intelligent
investment decisions.
When the goal is to stimulate interest
in retirement planning, useful and easy
to use should be the guiding principles
in employee education efforts. In addi
tion to providing prospectuses and
other investment information, Sussman
suggests that companies concentrate on
communicating a few key messages as
part of the education effort—invest
early and often, don't panic during
stock market swings, think of invest(Continued on page 4)
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Sweetening the 401(k) Pot
meats as long term and be flexible bat
not easily swayed.
Many vendors provide investmeat
educational materials aad tools, sepa
rately or as part of a plan administration
fee. Ask your administrator about com
puter programs that can help employees
see how various stock market perfor
mance scenarios would affect their
investments. These programs, which can
be put on a local area network (LAN) or
on a PC workstation, also illustrate the
impact of inflation on retirement savings
and model various retirement scenarios.
Brochures included with account state
ments, financially-oriented newsletters
and magazines, and guides for retire
ment planning can also be helpful for
providing employees with manageable
amounts of information over time.

Evaluate the marketing program.
Once the marketing program has
been in place for several months, the

Continued from page 3

company should evaluate its effective
ness. Raymond Marcinowski, a senior
vice president of Fidelity Investments,
suggests that companies compare three
measurement criteria—participation
rates, deferral amounts and asset alloca
tion choices—at the start of the market
ing program and after the program has
been in place for a certain period of
time. Increases in participation rates and
deferral amounts are clear signs that the
marketing effort has been effective. Yet,
the last measure—asset allocation—is
also a sign that employees are deriving a
benefit from the educational aspect of
the marketing program. For example,
when retirement planning and educa
tion are working, the percentage of
assets in equities, which historically have
provided a higher return over the long
term, should increase. Just as a company
would not approach product marketing
as a one-time concern, a 401(k) market
ing program should be ongoing.

Employees leave the company, new
ones arrive, people get older and
their needs change. Periodically renew
ing the program and conducting re
enrollment meetings to explain the
plan and any changes that have been
made can help keep employees aware
of the value of the plan and of the
retirement planning that goes with it.

Joanne Sammer is a business writer
specializing in employee benefits.

Reprinted with permission from the
October/November 1995 premier
issue of Controller Magazine. To receive
your complimentary copy of Controller
Magazine, “The Leading Hands-on
Financial Management Publication,”
call (800) 621-1544 and mention that
you are a member of the AICPA, or
write to Controller Magazine, 221 E. 29th
Street, Loveland, CO 80538.

(Continued on page 5)

Four New Bottom Line Courses!
A low cost, easy way to stay current with the latest trends.
NEW! Top Ten
Computer Trends—
Selected Readings
Based on the AICPA Information Tech
nology Division’s list of top ten tech
nologies that will most affect the way
CPAs and their clients work and do busi
ness, this course reprints articles from
various publications about the impact of
these technologies.
Recommended CPE Credit: 8 hours.
Format: Text (730545CLW) $79.00
NEW! Computers and CPAs—
Selected Readings
This course covers the latest develop
ments in computers. Topics include:
Internet, new accounting software,
CD-ROM series, client/server, EDI,
and more.
Recommended CPE Credit: 8 hours.
Format: Text (730560CLW) $79.00

NEW! Retirement Planning—
Selected Readings
Based on current articles from leading
periodicals, this course gives you a
broad range of valuable information on
retirement planning. Topics discussed
include: long-term retirement goals and
investment planning; distribution of
retirement benefits; macro-economic
trends and their impact.
Format: Text (730550CLW) $79.00.

NEW! Management Consulting—
Selected Readings
This new reading course contains arti
cles on management consulting topics
from such well-respected sources as
Management Accounting, Inc., and the
Journal of Management Consulting. Topics
covered include: outsourcing, activity
based management, business valuation,
client insurance, ESOPs and employee
pensions.
Recommended CPE Credit: 8 hours.
Format: Text (730540CLW) $79.00

Tax Videocourse
This 3-hour video highlights key
changes in the corporate tax law for the
1995 tax year. Course highlights include:
recent and proposed legislation; form
changes; common return errors;
S corporations and shareholders;
limited liability companies; profes
sional corporations; section 1244
stock; tax accounting; income items;
and alternative minimum tax.
Moderator/Author: Sidney Kess, CPA,
JD, LL.M.
Recommended CPE Credit: 16 hours
group study and self-study
Format: 2 VHS Tapes/Manual/
Looseleaf Text (112564CLW)$ 199.00
Additional Manual/Looseleaf Text
(112566CLW) $80.00
Additional Manual Only (112565CLW)
$50.00

To order: Call 1-800-862-4272 (dept. #1), fax to 1-800-362-5066, or write the AICPA Order Department,
P.O. Box 2209, Jersey City, NJ 07303-2209. These courses are also available through your state society.
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Sweeting the 401(k) Pot
Flattening the 401(k)
Learning Curve
In addition to the wealth of 401 (k)
information offered by plan sponsors,
your employees may benefit from sev
eral publications that explain plan
basics for participants.
AICPA publishes Savingfor a Secure
Retirement, How to Use Your Company’s
401(k) Plan, a 14-page booklet that
includes worksheets to determine
how much participants need to save
to retire comfortably. You may order
bulk quantities or single copies of the
booklet by calling 1-800-862-4272
and asking for publication
#059516CLW.
If you seek more comprehensive
information for employees, you could
fill even the roomiest company
library with the plethora of retire
ment planning books on the market.
Your 401(k) Plan, How and Where to
Invest by Mark L. Schwanbeck, is
devoted exclusively to 401 (k)s, and
was written for the average employee
who has no investment experience.
The concise 126-page book offers a
basic overview of how a 401 (k) plan
works, what investment choices
participants may have and how to
allocate money among them. It also
covers plan specifics, including how
and when to withdraw funds, how to
take advantage of loans, how to avoid
being taxed when changing jobs or
retiring and how to measure invest
ment performance. The book is
available in bookstores and can be
ordered singly or in bulk quantities
from Irwin Professional Publishing,
1-800-634-3966.

Continued from page 4

Measuring Employees' 401(k) Interest
The following survey can help companies focus their 401(k) marketing and employee education efforts:
1. Are you currently contributing to the company's 401 (k) plan?

□ Yes □ No

2. If no, why not? (Check all that apply).
□ I can't afford to
□ Funding my retirement is not a priority

□ I am making other arrangements to fund my retirement
□ I am uncomfortable making investment decisions
□ I am not satisfied with the performance of the plan's investment options
□ I don't understand the plan or the investment choices
□ I did not know the plan was available
□ Other (please specify)________________ _______________________________________________

3. Rank the following provisions in the 401(k) plan, from 1 (favorite) to 5 (least favorite).

Write "DK" if you do not know about that aspect of the plan.
□ Tax deferred savings for retirement
□ Ability to borrow against my account balance

□ Company match of my contributions

□ Available investment choices
□ Frequency with which I can change investment choices
4. How many more years until you plan to retire?

5. Describe your attitude about retirement planning.

□ Indifferent
□ Comfortable that I am adequately preparing for retirement
□ Somewhat anxious about having enough money to retire
□ I'll have to work the rest of my life

6. I would like some help in finding out how much income I will need to live comfortably

in retirement. □ Yes □ No
7. Do you think that your current level and rate of savings will allow you to meet your

retirement goals? □ Yes □ No
8. How would you describe your risk tolerance when it comes to investing? Choose one.

□ I prefer to save money, not in vest it x
□ I am most comfortable with conservative, low-risk investments

□ I prefer a balance between high- and low-risk investments
□ Risk is necessary to reap high investment returns
9. What kinds of investment retirement planning information would be most helpful to you?

□ Information on how much I should save to meet my retirement goals
□ Understandable investment information
□ More frequent communication about account balance and investment performance
□ Periodic information about investing and retirement planning
□ Personalized investment advice

10. Are you satisfied with the reports you get from the plan?
Frequency: □ Yes □ No
Completeness and understandability of information: □ Yes □ No

AICPA Spring Industry Cluster
March 18-20, 1996
Mills House Hotel
Charleston, SC

April 22-24, 1996
Sheraton San Marcos Resort
Chandler (Phoenix), AZ

Offered in two intriguing vacation spots, AICPA Spring Industry Clusters feature 6-18 hours of CPE, top AICPA presenters,
and a selection of specially priced 6-hour sessions designed specifically for CPAs in corporate finance and accounting. Regis
tration for one day is $179; two days, $319; and three days, $439. For complete program and registration information, write to
Pernell Brown, AICPA, Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881 or call the AICPA toll-free at
(800) 862-4272 (touch 1, then 3, then 2). Please mention ADV#310 in your request.
The Financial Manager’s Report
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Four Rules to Implement Economic Value Added (EVA) Successfully Continued from page 1
companies use one cost of capital for all
decisions and for good reason—it’s easy
to use (i.e. all managers understand what
the number is) and it holds managers
accountable to shareholders for the
entire portfolio of businesses.
The point of Rule 2 is don’t make the
cost of capital the debatable issue. In
many companies, a higher degree of per
ceived risk will encourage managers to
ascribe a higher cost of capital. Faced
with two opportunities in the same busi
ness, management will ascribe a higher
cost of capital to a new product or over
seas investment than to a capital expendi
ture to replace a piece of equipment. Yet,
if risks need to be measured, they should
be built explicitly into cash flow esti
mates. Given the power of today’s desk
top computers, it is possible to simulate
forecasts hundreds of times using ranges
of values, not point estimates, for the key
drivers of EVA. This approach helps man
agers better understand the magnitude
and sources of risk a business plan faces.
The capital charge is the capital
invested times the cost of capital. It is the
amount of profit investors require to
compensate them for the riskiness of the
business, given the amount of capital
invested. Reducing the amount of work
ing capital or fixed assets required to run
the business while holding profits steady
increases EVA. Most companies which
adopt EVA find that the increase in EVA
during the first few years is the result of a
reduction in the capital charge. This usu
ally derives from a decrease in working
capital and is the low hanging fruit espe
cially for companies that have tradition
ally used earnings or earnings growth as
their measure of success.
Capital Charge

times:

Capital Employed
Cost of Capital

equals:

Capital Charge

Example

$1000
10%
$100

The real challenge, after the low fruit
is picked, is to identify and pursue EVAenhancing opportunities. In other words,
the focus shifts from working capital
management to the projected cash flows
in the business plan. There are two ingre
dients which enhance a company’s ability

6 ■ AICPA /January 1996

to pursue EVA growth opportunities—
re-engineering corporate finance and
compensating managers commensurate
with the risks taken. Re-engineering
corporate finance builds uncertainty
explicitly into the projected cash flows.
It replaces soon to be out-of-date point
estimates with ranges of values for the
key drivers of EVA. By simulating the
plan many times, the process allows
managers to consider hundreds of
what-if scenarios before they wager
real capital, thus increasing their odds
of success.
The second ingredient is compensat
ing managers commensurate with the
risks taken. New ventures pose greater
risks than marginal product extensions
and working capital reductions. To
encourage managers to undertake EVA
growth opportunities, the company
must recognize the risks and provide a
reward for achieving the growth objec
tives. Implicit in this approach is a
recognition that not all EVA creates
value equally. In essence, the company is
applying a higher multiple and a higher
cost of capital to EVA generated from
new investment than it does to EVA
derived from picking low hanging fruit.

Rule 3: Change in EVA is What Matters!
Increases in shareholder wealth is
driven by increase in EVA. The market
price of a stock incorporates the current
level of EVA and in some cases the
expectation of the future growth in
EVA. To increase the stock price, man
agement must increase the current level
of EVA and change the market’s expec
tations of future growth potential (usu
ally achieved by delivering tangible
proof). The empirical evidence provides
the strongest link between the change
in EVA and shareholder value. A focus
on increasing EVA provides two benefits.
First, it returns attention to manage
ment’s primary responsibility—to
increase investor wealth—which puts
all other objectives, such as total quality,
market share growth, in a value-based
context. The second benefit is to reduce
the distortions caused by historical cost
accounting. Management’s time is spent
finding ways to increase EVA, not debat
ing the calculation of sunk costs.

Rule 4: Tailor EVA to Your Company
There is no “correct” way to imple
ment EVA. There are, however, plenty of
“wrong” ways. Many of the questions are
context specific:
■ Should you start with the smallest
division (to get the bugs out) or the
largest division (it will get everyone’s
attention)?
■ Should EVA be tied to management
incentive compensation in the first
year or at a later time?
■ Should EVA replace all other mea
sures such as NPV, or should it be
used in concert with other measures?
The answer to most of these ques
tions depends on the context. What we
can tell you from experience is that the
standard EVA “template” (i.e. one size
fits all) will fail.
Conclusion
EVA is the single best measure of
profitable growth and operating effi
ciency.
To implement EVA successfully,
managers should follow these four
simple rules. The most important
rule is: ‘Tailor EVA to Your Company
(Rule 4).” Implicit in all these rules is
the notion that the company has a plan
for integrating EVA into a wide range
of corporate policies including manage
ment incentive compensation.

Mark Gressle is a partner ofFinegan &
Gressle, a New York-based consultingfirm.
He can be reached at (203) 761-1326.
EVA is a registered trademark of Stern
Stewart & Co. Mr. Gressle was a founding
partner of Stern Stewart & Co. and con
tributed to the development ofEVA.
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